WP( D-& I

CHELP>» for explanation. POGO Equity CRPR
Enter % <GO> for historical ratings,
| Relgled Functions | Company Trea Ratlngs.’ _ CREDIT PROFILE t

Northern Illinois Gas Co Page 1/1
Select *Company Tree Ratings' above for related companies
MoapyY's

1) Outlook NEG

2) Issuer Rating Al

3) Senior Secured Debt fa3

4) Short Term P-1

STANDARD & POOR’S
5) Outlook STABLE
6) LT Foreign Issuer Cred!t AR
71 LT Local Issuer Credit AR
B) ST Foreign Issuer Credit A-1+
9) ST Lacal Issuer Credit  A-1+

FITCH
10} Outleonk STABLE
11) Senior Secured Debt AR-
12} Short Term Fi+

fustrolio 61 2 9777 B6OD Broxil 5311 3048 4500 Eurcpe 44 20 7330 7300 Germany 49 59 S2041D
Hong Keng BHZ 2977 6000 Jopon B1 3 3201 8500 Singopore §3 621 1000 U1§. 1 212 318 2000 Copyright 2004 Bloomberg L2,
CSA3~1110~1 14-Jul-04 13°31:04

Nosmbars
Hoormlerg



<HELP> fpr explanation.

2fg
WP( N~ % )l

POEC Equity CEFPR

|__Related Funetions ] Cornpany Trae Ratings |}

CREDIT PROFILE |

Sglect "Company

1)
2}
3]
4)

5]
6]
7]
8]
9]

103
11)]
12}

Nerthern Illinnis Gas Co

Page 1/1

MG
(Jutlook
Issuer Rati
Senior Secuy
Short Term

STANDAR
Outlook
LT Foreign
LT Local Is
ST Foreign
ST Local Is

F
Outlook

Senior Sacuy
Short Term

Issuer Rating

~-MOODY’ S

RATING

Al
Ral
fiad

E 3

EFFECTIVE
4725703
724702
9/ 5795

Uup / DOUN 7 NEUTRAL
J to return to credit profile

Broazii ooll o048 450

fustiralia 61 2 9777 860
Horg Kaong €52 2877 Sﬂnﬂ Jopon B 3 3291 BI0G Singmpnre 6% P12 1000 U.8. 1 212 31! EBﬂﬂ Copyright 2604 Blovmberg L.P.

Hloonn DL

FRREEAL,

Eurcpe 98 20 2400

Germony 43 59 S20410
Gea3~1110-1 14~Jul-04 13:31+34



<HELP> for explenation,

WP( D-% )1

POR0 Equity CRPR

{ Related Funclicns | Cnmganmea Ratings |

CREDIT PROFILE ]

Horthern Illincis Gas Ce

Page 1/1

Select "Company

MO Senior Secured Debt -HO0DY” S

13 Qutlook
2] Issuer Rati] RATING EFFECTIVE
3) Senior Secul Aa3 4725703
4) Short Term | Aal *- /24702
fal v/ 3/84
STANDAR fal 4/26/82

51 (utlook

&3 LT Foreign
7Y LT Local Is
B] &1 Foreign
9) ST Local Is

F
15) Outlock

113 Senior Secu
12) Short Tern

up / DOUN  / NEUTRAL
i to return to credit profile

fustralin 61 3 977F BaGO Brozil G9i1 048 4ol EuFope 99 £0 radl Faug

BErnaing 49 69 9ZD4L0

Hong Kong BS2 2577 600D Jopon 81 3 3201 8900 smgapnre 65 6212 1000 1.6, 1 212 318 2000 Copyright 2003 Bloomberg L.P.
6643-1110-1 14-Jul-D4 133141

0, o -
Slosrnberg

AR




<HELP> for expianation,

93
WP( N-3 )12

POB0 Equity CRPR

l Helated Functions i cumganz‘?ree Ratings [

CREDIT PROFILE !

Northern Illinnis Gas Co Page 1/1
Select 'Companyl
MO Short Term ~MO0DY’ S
1) Butlook
2) Issuer Batil RATING EFFECTIVE
3) Senior Secy P-1 4/25/703
4] Shart Term | P-1 o 1724702
pP-1 7/2677%4
STANDRR]
§) Qutlook
6} LT Foreion
7Y LT Lacal Is
8) ST Foreign
9) ST Local Is
. F
10) Outlook
11} Seniar Secu
12} Short Term
3} / DOWUN 7 NELTRAL
jl to return to credit profile
fustrelia 61 2 9777 8a00 Brazil G511 048 4500 Europe 44 20 7440 Pald Garmnng 49 69 920410
Hurg Kong BS2 2577 £000 Jopan 81 3 32{31 8900 Singopore 65 G212 1000 U.5. ¢ 212 318 2040 Caggriqht 2004 Biocomherg L.P,

Hoormbas &

?liiiﬂ R,

~11i0-1 i4-Jul-U4 133148



<HEL.P> for explanation.

WP( N-% )1

PORD Equity CRPR

i Related Functions | Cempany Tree Ratings |

CREDIT PROFILE

Northern Illinois Gas Co

Page 1/1

Select 'Company

103
113
123

Australia 61 2 9777 B5O0

MO
Outlook
Iaguer Rati
Senior Secy
Short Term

STANDAR
Outlook
LT Faoreign
LT Local Ig
ST Foreign
ST Local Is

F
Cutleok

Senier Sacu
Short Term

LT Local! Issuer Credit

-5&P

RATING EFFECTIVE
A 4715703
fin M~ 7722/02
fin 11/23/81

up / DOUN 7 NEUTRAL

Broxil 5511 3048 4500

Eurcpe 44 20 7200 /o000

j to return to credit profile

Germany 49 €9 920410

Hong Kong 832 2977 8000 Jopon 81 3 3201 9500 Singapare €3 6212 1000 U.S. I 212 318 2000 Copuright 2004 Bloombery b.P.
6643-1110-1 14~Jul~0f 13:31:55

Sloarmlperg

ﬂﬁﬁiﬁ"'\



é/g
WP( D8 )1

<HELP> for explanation. Poed Equity CRPRE

1 Ralsted Functions | Company Tree Ratings ] CREDIT PROFILE [

Select 'Company

10}
113
123

Ausirolio Bl 2 3777
Hong Kong B2 2377 000 Jopon 8@ 3 3201 8500 Singapore €3 5212 1000 U.S. 1 232 318 2000 Copyri

0
Outlook
Issuer Rati
Senior Secu
Short Term

STANDAR
Qutlook
LT Fareign
LT Local Is
ST Foreign
ST Loeal Ig

F
Outlook

Senior Secu
Short Term

RATING
A-1+
A-1

Northern Illinois Gas Ce Page 1/1
5T Local Issuer Credit ~S&P
EFFECTIVE

11723781
97 3774

H3 / DOUN 7 WEUTRAL
| to return to credit profile

T
Blectr ety 23

Brozil 5511 J09B 4900 Europe 44 2C /330 7900 Germony 49 69 9320410

?ht 2004 Bloombiery L.F.
GE43~1110-1 14~Jul-04 13:32:06



<HELP» for explanmation,

WP( A3 )7

PORD Equity CRPR

rﬁﬁ!at_sd Funclions 1} Gumpany‘?ree Ratings,_] CREDIT PROFILE l
Northern lilinois Gas Co Page 1/1
Select ’Company
MO Senior Secured Debt ~FITCH
1) Outlook
2} Issuer Ratii RATIRG EFFECTIVE
3) Senior Secy AR- 6/29/04
4) Short Term | AR 4/11/G63
fA * 117 5/02
STANDAR, RA+ e /19702
G) Dutlaok AA+ 10/25/700
6) LT Foreion
7).LT Local Ig
B} ST Foreign
4) ST Loeal Is
F
18} Outlogk
11) Senior Secu
12) Short Term

u to return to credit profile

up / DOWN /7 NEUTRAL

Austrolia 1 2 9777 BB

SRR =

Brazii ool J048 4900 pe 44 20 7330 7500 Bernony 49 69 20410
Hong Kong B3Z 2977 EDDD Jepen 81 3 3201 8900 Singepere 69 GEIR2 103@ U §. 1 BIZ 3iB 2000 Copyright 2004 Bloomberg 1.9,

GEA3=1110~1 14-Jul-04 13:32:12



{HELP> for explanation.

WP( N-8 )7

POR0 Equity CRPR

| Helated Functions ] Company Tres Ratings ]

1)
2]
3
4]

5)
&)
7)
gl
9)

10)
11)
12)

EREDIT PROFILE |

Northern Illinois Gas Co Page 1/1
Select ’Company
0 Short Tern -FTTCH
Outiook
Issuer Rati| RATING EFFECTIVE
Senior Secul Fi+ 4711703
Shaort Term | Fi+ e 7719/02
F1+ 6/ 1/00
STANDAR
Outlook
LT Foreign
LT Local Is
ST Fareign
ST Local Iy
F
Outlook
Seniar Secu
Short Term
up / DOWNN 7/ NEUTRAL
W o return to credit profile

rustrolio 81 2 5777 8600

Brazil 9511 3048 4500

4370 7330 roll Germpny 49 69 9520450

Europe
Homg Kong BS2 2977 6000 Japon 81 3 3201 @500 Singapore 65 6212 1000 U.5. & 212 318 2000 Copyright 2004 Bleombersg L.F.

Bl

pis Lt ik

CE43-1110~1 14-Jul-G4 12:32:19

¥/g



&

Standard & Poor's: CreditWeek™ Online Summary: Nicor Inc. Page 1 of3

[ DS 5EY 15y B Y BE GEILEP Liadi’ Eazeam L i gl E

' ' B .

(if you are not Patrick Mogueeny ciick .
here). HEe Research: & Print Ready
Ratings Trends Charts () Printing Tips
Ratings Lisis
issuer Lists o REE
New Ralings Summary: Nicor Inc.
Revised Ratings Publication date:  25-May-2004
g;e.ﬁﬁvwa?fﬁ;;’,? tGreditWatch Credit Analyst: Barbara A Eiseman, New York (1) 212-438-7666
Weekly Archive
News Archive
¥4 My Research Credit Rating:  AA/Stable/A-1+
Table of Contents = Rationale ‘
X gattgonile The ratings on Naperville, lil.-based gas utility holding company Nicor Inc. are based on the
* Outloo

consolidated credit profile of its family of companies, most significantly Nicor Gas Co. {about
« Current Ratings 85% of operating income), but also its containerized shipping unit, Tropical Shipping {12%),
* Add to My Research and smaller unregulated energy-related ventures. Because there are no regulatory

* Glossary of Terms mechanisms or other structural barriers in iitinois that sufficiently restrict access by the
parent to the cash flow of he utility, Standard & Poor's views the default risk of Nicor Gas
as being the same as that of the parent.

Nicor's creditworthiness is a function of a strong business profile and declining, but still very
healthy financial condition. The company's business position is supported by a large, secure
residential and commercial customer base, low cosls and rates, a diverse supply portfolio,
historically responsive ratemaking principles, solid operations, and favorable competitive
standing. These strengths are tempered somewhat by Nicor's investment in higher-risk
unregulated operations and uncertainties regarding investigations into alleged abuses of
Nicor Gas' performance-based rate plan (PBR), a shareholder derivative action, and a
possible civil Injunctive action, all of which could resuilt in financial penalties. The mere
existence of these matters Is very disturbing for a company with such lofty ratings; however,
Standard & Poot's believes that resolution of outstanding issues facing the compariy will
have only a nominal effect, If any, on Nicor's very strong financlal parameters. However,
rising operaling expenses with no prospects for nearderm rate relief, in conjunction with an
unexpectedly severs financlal penalty, could eventually result in & negative rating action.

In 2002, Micor discovered accounting problems and losses related to its retail energy
marketing joint venture (Nicor Energy} with Dynegy Inc. and possible improper behavior in
its PBR. Following these announcements, shareholder class action suits and securities
class actions were brought aigainst Nicor and certain executives. Nicor Energy has disposed
of its customer accounts and ceased operations. Although the securities tlass action
litigation was recently settled, Nicor was informed by the SEC's Division of Enforcement that
it intended to recommend to the SEC that it bring a clvil injunctive action against the
company. Meanwhile, the lllinois Commerce Commission (ICC) continues to review
allegations that Nicor Gas acted improperly in connection with the PBR plan. The timing of a
final decision from the ICC is uncertain.

In response to the allegations, Nicor's board appointed a special independent committee
that undertook an investigation of natural gas purchases, sales, fransportation, and storage
activities. The committee found no evidence of criminal conduct or fraud but identified
various accounting and other inadvertent errors related o the PBR. As a result, adjustments
were made to financial statements resulting in a $24.1 million liabillty at the end of 2003.
Included In the adjustrments Is a $4.1 million loss contingency. in addition, Nicor Gas

JINA0Yd UOM INAI'TD AANJOLLY
IVEINIALINOD ¥ GADATIARA
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estimates that there is $26.9 million owed to the company from the 2002 PBR, which was
not recognized due to uncertainties surrounding the PBR.

Consolidated total debt to capital stood at 49% at March 31, 2004 but was a liberal 58% at
the end of 2003. However, the bulk of Nicor Gas' debt is seasonal and is paid down as the
winter heating season ends and revenues outpace expenses. Therefore, when year-end
balances are adjusted for gas inventories, debt leverage is approptiate for the rating. Cash
flow after dividends is expected to cover the bulk of the capital program for the foreseeable
future and EBIT coverage, funds from operations (FFO) interest coverage, and FFO to total
debt remain exceptionally strong at about 4.7x, 9.8x, and 42.5%, respectively. While Nicor's
financial measures are expected to erode due to higher operating expenses and no
prospects for near-term rate refief, these ratios are sufficiently robust to withstand some
degradation and remain within the benchmarks appropriate for the rating.

Customer growth should remain modest (about 2%), while throughput increases may be
less due to more efficient appliances conservation. Much of thig growtk comes from new
housing construction because natural gas has saturated most of the space heating market,
Over the long term, increased sales to summer-peaking electric generation facilities should
help revenue growth and improve the system load facter. Modest exposure to fuel switching
and customer bypass exists. However, Nicor Gas can offer special tariffs and contracts to
retain gas users with direct pipeline access. Gas costs are minimized and reliability is
anhanced through diversity in supply contracts, suppliers, and production regions and
through abundant company-owned gas storage facilities.

Nigor's main nonutility unit is Tropical Shipping, which transports containerized freight in the
Caribbean. Tropical Shipping has been profitable for many years and a strong and reliable
source of cash flow for Nicor. The company continues to increase efficiency and reduce
costs, but the business is cyclical, expesing Tropical Shipping to some earnings and cash
flow volatility. Other diversified activities are in the early stages of development and inciude
retail energy-related products and services.

Short-term credit factors,

Nicor and Nicor Gas have 'A-14' short-term corporate credit and commercial paper
ratings. Liquidity should continue to be adequate despite the seasonal nature of the gas
distribution business. Gash requirements typically increase over the third and fourth
quarters due to increases in natural gas purchases, gas in storage, and accounts
receivable. Over the first and second quarters, positive cash fiow generally occurs from
the sale of gas in storage and the coliection of accounts receivable. This cash is typically
used {o reduce short-term debt, Incurred to purchase gas in anticipation of the winter
heating season, to near zero during the secend quarter,

Standard & Poor's expects currenily strong consolidated funds flow from operations to
decline significantly in 2004, due to a tax refund in 2003 and increasing expenses and
somewhat flat revenue growth, However, Nicor should have ample capacity to internally
fund dividends and the bulk of consoiidated construction expenditures.

As of March 31, 2004, Nicor had $31.6 million of cash and cash equivalents, The
company maintains a revolving credit agreement totaling $500 milion through
September 2004, which serves as backup for the issuance of commercial paper. At the
end of March 2004, the company had $187 million of commercial paper outstanding. The
bank facility is rated one notch below the "AA’ corporate credit ratings on the companies

due fo the facifity’s structural subordination to substantial amounts of senior secured
debt.

In order to comply with the covenants in its credit agreements, Nicor and Nigcor Gas must
maintain, at the end of any fiscal quarter, total debt to capitalization below 65%, provided
that, at the end of the fourth fiscal quarter, this ratio does not exceed 70% and must

http:/fwww.creditweek.com/Apps/ECWK jcontroller/ Article?id=376409 7/1/2004
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maintain an interest coverage ralio of at ieast 3.0x. None of Nicor's bank agreements
contains material adverse change clauses or ratings triggers.

Under certain agreements, downgrades below investment grade could result in the
companies having to post collateral. Standard & Poor's does not consider this a serious
concern given the "AA’ corporate credit ratings on Nicor and Nicor Gas. Nicor has no
outstanding long-term debt and Nicor Gas has a very manageable maturity schedule
with $50 milion of debt due in 2006. Nicor Gas has $75 nifllion of capacity under a Rule
415 sheif registration covering senior secured debt transactions. _
[2Badkts top]

& Outlook
Ratings stability for Nicor and Nicor Gas reflects a strong consotlidated financial profile, an
excellent competitive standing, flexible supply position, & heaithy service area, and
management's commitment o credit quality. Ratings stability also assumes that additional
penalties, if any, will be fully manageable and will not materially harm the company’s healthy
financial condition. These atiributes are offset by parent Nicor's support of riskier
unregulated affiliates.

Thack to top
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The ratings on Nicor Gas Co. are based on the consolidated credit profile of the Nicor Inc.
family of companies that include Nicor Gas' regulated operations, a cantainerized shipping
business, and other smaller urregulated ventures that are energy related. Nicor Gas, a
natural gas distribution utilify and Nicor's primary subsidiary, accounts for about 85% of
consolidated operating income. Because there are no regulatory mechanisms or other
structural barriers in linois that sufficlently restrict access by the parent {o the cash flow of
the utility, Standard & Poor's views the default risk of Nicor Gas as the same as Nicor.

= Outioc

* Carren Ratings

= Add toMy Reassarch
» Glossay of Terms

Nicor's creditworthiness is a function of a strong business profile and declining, but stifl very
healthy, financial condition. The company's business position is supported by a large,
secure residential and commercial customer base, low costs and rales, a diverse supply
portfolio, historically responsive ratemaking principles, solid operations, and favorable
competitive standing. These strengths are tempered somewhat by Nicor's investrent in
higher-risk unregulated operations and uncertainties regarding investigations into afleged
abuses of Nicor Gas’ performanced-based rate plan (PBR), a shareholder derlvative action,
and a possible civil injunctive action, all of which could result in financial penalties. The
mere existence of these matters is very disturbing for a company with such lofty ratings;
however, Standard & Poor's believes that the resolution of outstanding issues facing the
company will have only 8 nominal effect, if any, on Nicor's very strong financial parameters.
However, rising operating expenses with no prospects for near-term rate relief, in
conjunction with an unexpectedly severe financial penalty, could eventually resultin a
negative rating action. :

in 2002, Nicor discovered accounting problems and losses related to its retall energy
marketing joint venture (Nicor Energy) with Dynegy Inc., and possible improper behavior in
its PBR. Following these announcements, shareholder class action suits and securities
class actions were hrought against Nicor and certain executives. Nicor Energy has disposed
of its custorner accounts and ceased operations. Although the securities class action
litigation was recently settled, Nicor was informed by the SEC's Division of Enforcament that
it intended to recommend fo the SEC that it bring a civil injunctive action against the
company. Meanwhile, the lllinois Commerce Commission (ICC) continyes to review
allegations that Nicor Gas acted improperly in connection with the PBR plan. The timing of a
finat decision from the ICC is uncertain.

In response to the allegations, Nicor's board appointed a special independent committee
that undertook an investigation of natural gas purchases, sales, transportation, and storage
activities. The committee found no evidence of criminal conduct or fraud but identified
various accounting and other inadvertent errors related to the PBR. As a result, adjustments
were made {o financial statements resulting in a $24.1 million liability at the end of 2003.

http:/fwww.creditweek.com/Apns/EBCWK/controller/Article7id=376768 Fr004
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included in the adjustments is a $4.1 million loss contingency. In addition, Nicor Gas
estimates that there is $26.9 million owed to the company from the 2002 FBR, which was
not recognized due to uncertainties surrounding the PBR.

Consolidated total debf to capital stood at 49% at March 31, 2004 but was a iHiberal 56% at
the end of 2003. However, the bulk of Nicor Gas' debt is seasonal and paid down as the
winter heating season ends and revenues outpace expenses. Therefors, when year-end
balances are adjusted for gas inventories, debt leverage is appropriate for the rating. Cash
flow after dividends is expected to cover the bulk of the capital program for the foreseeable
future and EBIT coverage, funds from operations (FFO) interest coverage, and FFO to total
debt remain exceptionally strong at about 4.7x%, 9.8x, and 42.5%. White Nicar's financial
measures are expected fo erode due to higher operating expenses and no prospects for
near-term rate relief, these ratios are sufficiently robust to withstand some degradation and
remain within the benchmarks appropriate for the rating.

Customer growth should remain modest (about 2%}, while throughput increases may be
less due to more efficient appliances conservation. Much of this growth comes from new
housing construction because naturat gas has saturated most of the space heating market.
Over the long term, increased sales to summer-peaking electric generation facilities should
help revenua growth and improve the system load factor. Modest exposure to fuel switching
and customer bypass exists. Howsver, Nicor Gas ¢an offer special tariffs and contracts to
retain gas users with direct pipeline access. Gas costs are minimized and reliability is
enhanced through diversity In supply contracts, suppliers, and production regions and
through abundant company-owned gas sforage facilities.

Nicar's main nonutility unit is Tropical Shipping, which fransports containerized freight in the
Caribbean, Tropical Shipping has been profitable for many years and a strong and reliable
source of cash fiow for Nicor. The company continues o increase efficiency and reduce
costs, but the business is cycdlical, exposing Tropical Shipping to some earnings and cash
flow volatility. Other diversified activities are In the early stages of development and include
retail energy-refated products and services,

Short-term credit factors.

Nicer and Nicor Gas have short-term corporate credit and commercial paper ratings of
‘A-1+, Liquidity should continue {0 be adequate despite the seasonal nature of the gas
distribution business. Cash requirements typically increase over the third and fourth
guarters due to increases in natural gas purchases, gas in storage and accounts
receivable. Over the first and second quarters, positive cash flow generally ocours from
the sale of gas in storage and the collection of accounts receivable. This cash is typically
used to reduce short-term debt, incurred to purchase gas in anticipation of the winter
heating season, to near zero during the second quarter,

Standard & Poor's expects currently strong consolidated funds flow from operations to
decline significantly in 2004, due to a tax refund in 2003, increasing expenses, and
somewhat flat revenue growth. However, Nicor should have ampie capacity to internally
fund dividends and the butk of consolidated construction expenditures.

As of March 31, 2004, Nicor had $31.8 million of cash and cash equivalents. The
company maintains a revolving credit agreement totaling $500 mitlion through
September 2004, which serves as backup for the issuance of commercial paper. At the
end of March 2004, the company had $187 million of commercial paper outstanding. The
bank facility is rated one notch below the "AA’ corporate credit ratings on the companies

due to the facility's structural subordination to substantial amounts of senior secured -
debt,

in order to comply with the covenants in its credit agreements, Nicor and Nicor Gas must
maintain, at the end of any fiscal quarter, total debt to capitalization below 65%, provided

http:/fwww . creditweek.com/Apps/ECWK/controller/Article?id=376768 7172004
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that at the end of the fourth fiscal quarter this ratio does not exceed 70%. The companies
also must maintain an interest coverage ratio of at least 3.0:. None of Nicor's bank
agreements contains material adverse change clauses or ratings triggers.

Under certain agreements, downgrades below investment grade could result in the
companies having to post collateral. Standard & Poor's does not consider this a serious
concern given the 'AA' corporate credit ratings on Nicor and Nicor Gas. Nicor has no
outstanding long-term debt and Nicor Gas has a very manageable maturity scheduie
with $50 miltion of debt due in 2006. Nicor Gas has $75 million of capacity under a Rule
415 shelf registration covering first mortgage bond issuances,

Outlook
Ratings stability for Nicor Gas mirrors that of parent Nicor and reflects 2 strong consclidated
financial profile, an excellent competitive standing, flexible supply position, a healthy service
area, and management's commitment to credit quality, Ratings stability also assumes that
additional penalties, if any, will be fully manageabie and will not materially harm the
company's heaithy financial condition. These atiributes are offset by parent Nicor's support
of riskier unregulated affiliales. '
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Corporate Credit Rating History

May 8, 1989 | A+A1
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Business profile:

3
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Financial policy:
Conservative
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Debt maturities: 7
Scheduled maturities of long-term debt for subsidiary Nicor Gas Co. are $50 million in
2006. Remaining maturities of $450 milfion occur beyond 2007.
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Strengths:

Excellent competitive position.

Strategic location with access to eight interstate pipelines.

Ample underground storage assets.

Historically favorable Illinois ratemaking principles for gas distributors.
Solid operations.

Currently robust financial measures.

e 8 & & & &

Weaknesses:

« Potential for financial penalties relating to review and inquiries regarding Nicor
Gas' performance-based rate plan, a shareholder derivative action, and a
possible civil injunctive action.

« Gas supply costs open to risk of hindsight prudence reviews by regulators.

« Profitability challenged by increasing expenses, rising iabor costs, and higher
bad debt expense.

« Albeit relatively small, investment in riskier affiliates.

Back to Top

Rationale

The ratings on Naperviile, ll.-based gas utility holding company Nicor Inc. are based
on the consolidated credit profile of its family of companies, most significantly Nicor
Gas Co. (about 85% of operating income), but also its containerized shipping unit,
Tropical Shipping (12%), and smafler unregulated energy-related ventures. Because
there are no regulatory mechanisms or other structural barriers in Illinois that
sufficiently restrict access by the parent to the cash flow of the utility, Standard &
Poor's views the default risk of Nicor Gas as being the same as that of the parent.

Nicor's creditworthiness is a function of a strong business profile and declining, but still
very healthy financial condition. The company's business position is supported by a
large, secure residential and commercial customer base, low costs and rates, a diverse
supply portfolio, historically responsive ratemaking principles, solid operations, and
favorable competitive standing. These strengths are tempered somewhat by Nicor's
investment in higher-risk unregulated operations and uncertainties regarding
investigations into alleged abuses of Nicor Gas' performance-based rate plan {PBR), a
shareholder derivative action, and a possible civil injunctive action, all of which could
result in financial penalties. The mere existence of these matters is very disturbing for
a company with such lofty ratings; however, Standard & Poor’s believes that resolution
of outstanding issues facing the company will have only a nominal effect, if any, on
Nicor's very strong financial parameters. However, rising operating expenses with no
prospacts for near-term rate relief, in conjunction with an unexpectedly severe financial
penalty, could eventually result in a negative rating action.

in 2002, Nicor discovered accounting problems and losses related o its retail energy
marketing joint venture (Nicor Energy) with Dynegy Inc. and possible improper
behavior in its PBR. Following these announcements, shareholder class action suits
and securities class actions were brought against Nicor and certain executives. Nicor

‘Energy has disposed of its customer accounts and ceased operations. Although the

securities class action litigation was recently seftled, Nicor was informed by the SEC's
Division of Enforcement that it intended to recommend to the SEC that it bring a civil
injunctive action against the company. Meanwhile, the lllinois Commerce Commission
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{ICC) continues to review allegations that Nicor Gas acted improperly in connection
with the PER plan. The timing of a final decision from the ICC is uncertain.

In response to the allegations, Nicor's board appointed a special independent
committes that undertook an investigation of natural gas purchases, sales,
transportation, and storage activities. The committee found no evidence of criminal
conduct or fraud but identified various accounting and other inadvertent errors related
to the PBR. As a result, adjustments were made fo financial statements resulting in a
$24.1 million liability at the end of 2003. Included in the adjustments is a $4,1 million
loss contingency. In addition, Nicor Gas estimates that there is $26.9 million owed to
the company from the 2002 PBR, which was not recognized due to uncertainties
surrounding the PBR.

Consolidated total debt to capital stood at 49% at March 31, 2004 but was a liberal
55% at the end of 2003. However, the bulk of Nicor Gas' debt is seasonal and is paid
down as the winter heating season ends and revenues outpace expenses, Therefore,
when year-end balances are adjusted for gas inventories, debt leverage is appropriate
for the rating. Cash flow after dividends is expected to cover the bulk of the capital
program for the foreseeable future and EBIT coverage, funds from operations (FFQ)
interest coverage, and FFO to total debt remain exceptionally strong at about 4.7x,
9.8x, and 42.5%, respectively. While Nicor's financial measures are expected to erode
due to higher operating expenses and no prospects for near-term rate relief, these
ratios are sufficiently robust to withstand some degradation and remain within the
benchmarks appropriate for the rating.

Customer growth should remain modest {(about 2%), while throughput increases may
be less due to more efficient appliances conservation. Much of this growth comes from
new housing construction because natural gas has saturated most of the space
heating market. Over the long term, increased sales to summer-peaking electric
generation facilities should help revenue growth and improve the system load factor.
Modest exposure to fuel switching and customer bypass exists. However, Nicor Gas
can offer special tariffs and contracts fo retain gas users with direct pipeline access.
Gas costs are minimized and reliability is enhanced through diversity in supply
contracts, suppliers, and production regions and through abundant company-owned
gas storage facilities.

Nicor's main nonutlliity unit is Tropical Shipping, which transports containerized freight
in the Caribbean. Tropical Shipping has been profitable for many years and a strong
and reliable source of cash flow for Nicor. The company continues to increase
efficiency and reduce costs, but the business is cyclical, exposing Tropical Shipping to
some earnings and cash flow volatility. Other diversified activities are in the sarly
stages of development and include retail energy-related products and services.

Short-term credit factors.

Nicor and Nicor Gas have 'A-1+' short-term corporate credit and commercial paper
ratings. Liquldity should continue to be adequate despite the seasonal nature of the
gas distribution business. Cash requirements typleally increase over the third and
fourth quarters due to increases in natural gas purchases, gas in storage, and
accounts receivable. Over the first and second gquarters, positive cash flow generally
occurs from the sale of gas in storage and the collection of accounts receivable. This
cash is typically used to reduce short-term debt, incurred fo purchase gas in
anticipation of the winter heating season, to near zero during the second quarter.
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Standard & Poor's expects currently strong consolidated funds flow from operations to
decline significantly in 2004, due to a tax refund in 2003 and increasing expenses and
somewhat flat revenus growth. However, Nicor should have ample capacity to
internally fund dividends and the buik of consclidated construction expenditures.

As of March 31, 2004, Nicor had $31.6 million of cash and cash aquivalents. The
company maintains a revolving credit agreement totaling $500 million through
September 2004, which serves as backup for the issuance of commercial paper. At the
end of March 2004, the company had $187 million of commercial paper outstanding.
The bank facility is rated one notch below the 'AA’ corporate credit ratings on the ‘
companies due to the facility's structural subordination to substantial amounts of senior
secured debt.

In order to comply with the covenanis in its credit agreements, Nicor and Nicor Gas
must maintain, at the end of any fiscal quarter, total debt to capitalization below 65%,
provided that, at the end of the fourth fiscal quarter, this ratio does not exceed 70%
and must maintain an interest coverage ratio of at least 3.0x. None of Nicor's bank
agreements contains material adverse change clauses or ratings triggers.

Under certain agreements, downgrades below investment grade could result in the
companies having to post collateral. Standard & Poor's does not consider this a
serious concern given the "AA’ corporate credit ratings on Nicor and Nicor Gas. Nicor
has no outstanding long-term debt and Nicor Gas has a very manageable maturity
schedule with $50 million of debt due in 2006. Nicor Gas has $75 million of capacity
under a Rule 415 shelf registration covering senior secured debf fransactions.

Backio Top

Qutlook

Ratings stability for Nicor and Nicor Gas reflects a strong consolidated financial profile,
an excellent competitive standing, flexible supply position, a healthy service area, and
management's commitment to credit quality. Ratings stability also assumes that
additional penalties, if any, will be fully manageable and will not materiafly harm the
company's healthy financial condition. These attributes are offset by parent Nicor’s
support of riskier unregulated affiliates.
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Business Description

Naperville, il-based Nicor is a holding company whose principal businesses are Nicor
(3as, a natural gas distributor, and Tropical Shipping, a transpotter of containerized
freight. Nicor also owns several nonreguleted energy-related ventures.

Gas distribution utility Nicor Gas (about 80% of consolidated assels and about 85% of
consolidated operating income in 2003) serves approximately 2.1 million customers in
northem lilinols, excluding Chicago.

Tropical Shipping (about 10% of consclidated assets and 12% of operating income in
2003), owned by Nicor for over 20 years, is Nicor's primary nonreguiated unit,
transporting containerized freight primarily from Florida and Canada to 25 ports in the
Caribbean region.



